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EXAMINATION  QUESTIONS 

for 

Certified  Public  Accountants 
1941 

State  Board  for  the  Examination  of  Public  Accountants 
Pennsylvania  State  Board  Examination  Questions,  November,  1941 


EXAMINATION  IN  GENERAL  ACCOUNTING 


Thursday,  November  6,  1941  from  9 A.  M.  to  1 P.  M. 


Note  to  Candidates — Mere  answers  to  questions  do  not  provide 
sufficient  evidence  of  ability.  An  air  of  appearance  of  professional 
workmanship  is  desired — including  neatness,  absence  of  amateur 
performance,  setup  of  answers,  and  clearness  of  explanations. 
Place  your  candidate  number  and  page  number  at  the  top  right-hand 
corner.  Papers  are  to  be  clipped  at  the  top  left-hand  corner. 


QUESTION  NO.  1 

(a)  What  is  a milreis — rupee? 

What  is  their  equivalent? 

(b)  Can  an  independent  public  accountant,  who  has  satisfied  him- 
self by  other  methods,  express  an  opinion  with  regard  to  a fi- 
nancial statement,  if  he  did  not  verify  the  receivables  by  cor- 
respondence with  the  debtors  and  did  not  take  any  part  in  the 
verification  of  the  inventories  which  had  been  physically  taken 
by  his  client? 

Give  your  reasons. 

(c)  What  investments  owned  by  a Pennsylvania  Company  are 
exempt  in  computing  the  value  of  its  capital  stock? 

(d)  State  in  what  accounting  procedure  are  the  words  “Last-in, 
first-out”  generally  used;  also,  when  the  procedure  is  consid- 
ered most  advisable;  and,  the  accounting  effect  accomplished. 

(e)  Can  an  independent  auditor  certify  to  the  financial  statement 
of  a company  of  which  he  is  a stockholder  and  a member  of 
its  board  of  directors? 

Give  your  reasons. 

(f)  What  are  the  determining  factors  which  would  permit  a tax- 
payer to  report  sales  of  realty  and  casual  sales  of  personalty  on 
the  installment  basis  for  federal  tax  purposes? 

(g)  Give  three  methods  which  are  generally  recognized  in  deter- 
mining the  cost  of  partial  lots  of  an  investment  which  have 

- been  acquired  at  different  times  and  at  varying  prices. 

(h)  Under  what  circumstances,  if  any,  can  the  officers  of  a com- 
pany disburse  company  funds  to  charitable,  educational,  relig- 
ious and  civic  organizations? 
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QUESTION  NO.  2 

The  Taylor  Production  Company  (a  partnership  with  two  equal 
general  partners)  purchased  a property  for  $100,000.00  and  financed 
it  by  issuing  a first  mortgage  for  $50,000.00  and  a 6 per  cent  second 
mortgage  to  a building  and  loan  association  for  $40,000.00,  and  cash 
for  the  balance. 

On  June  30,  1939,  due  to  financial  reverses,  the  company  ceased  to 
pay  dues  and  interest  to  the  building  society.  On  June  30,  1941  they 
compromised  with  the  building  society  by  paying  $10,000.00  which 
they  borrowed  from  a bank,  and  by  surrendering  the  B & L stock  (dues 
paid  in  credit),  in  full  satisfaction  of  the  second  mortgage  and  accrued 
interest.  An  appraisal  was  also  agreed  upon  to  determine  the  condi- 
tion of  the  company. 

You  were  engaged  to  make  an  audit  of  the  books  to  determine  the 
financial  condition  of  this  partnership  and  to  place  the  required  entries 
on  the  books  giving  effect  to  the  settlement  of  the  second  mortgage, 
and  to  make  such  other  adjustments  as  seemed  necessary. 

Your  audited  balance  sheet  of  the  company  at  June  30,  1941  before 
giving  effect  to  the  second  mortgage  settlement  and  the  bank  loan  of 
$10,000.00  is  as  follows: 

BALANCE  SHEET— JUNE  30,  1941 


Assets 

Cash  $1,250.00 

Accounts  receivable  39,275.00 

Notes  receivable  2,500.00 

Merchandise  inventory — at  market  value  26,925.00 

Investments — domestic  corporation  stocks  3,700.00 

Dues  paid  on  building  and  loan  shares  9,600.00 

Machinery,  equipment,  furniture,  etc 12,650.00 

Building  80,000.00 

Land  20,000.00 

Prepaid  insurance,  etc 700.00 

Goodwill  10,000.00 


Total  assets  $206,600.00 


Liabilities 

Accounts  payable  to  trade,  etc $35,720.00 

Notes  payable  to  trade  8,500.00 

Bank  loans  5,280.00 

First  mortgage  on  real  estate  50,000.00 

Second  mortgage  payable  40,000.00 

Accrued  interest  on  first  mortgage  1,500.00 

Accrued  interest  on  second  mortgage  4,800.00 

Accrued  wages  and  taxes  4,075.00 

Reserve  for  depreciation  of  machinery,  etc 6,125.00 

Reserve  for  depreciation  of  real  estate 6,400.00 

Reserve  for  bad  debts  3,000.00 

Capital  account  41,200.00 


Total  liabilities  $206,600.00 


You  found  that  the  company  had  a business  operating  loss  of  $10,- 
000.00  for  the  fiscal  year  ending  June  30,  1941  (already  charged  to  the 
partners)  without  any  provision  for  partners’  salaries.  Also  that  the 
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partners  assigned  their  own  personal  life  insurance  policies  to  the  bank 
as  security  for  the  $10,000.00  loan.  An  appraisal  of  the  real  estate 
showed  a market  value  of  $30,000.00  for  the  building  and  $10,000.00 
for  the  land.  Other  assets  were  appraised  as  follows: 


Accounts  receivable  $36,420.00 

Notes  receivable  2,000.00 

Investments  7,075.00 

Machinery,  equipment  and  furniture  10,000.00 

Goodwill  6,000.00 


The  market  values  of  all  remaining  assets  wrere  similar  to  the  book 
values. 

Required 

(a)  Make  entries  through  proper  books  to  record  the  entire  trans- 
action on  settlement  of  the  second  mortgage  loan.  Give  com- 
plete explanations. 

(b)  Prepare  a Revised  Balance  Sheet  for  June  30,  1941  after  all 
adjustments  are  completed.  (Work  sheet  will  be  acceptable) 

(c)  Compute  the  taxable  and  non-taxable  profit  on  settlement  of 
the  second  mortgage  loan,  and  the  appraisal  of  assets,  from 
the  standpoint  of  federal  taxation. 

(d)  State  the  taxable  net  income  to  be  reported  in  the  Partnership 
Income  Tax  Return. 


QUESTION  NO.  3 

Outline  the  audit  procedure  covering  cash,  accounts  receivable  and 
inventories  in  connection  with  the  examination  of  a moderate  sized 
manufacturing  company  with  a reasonable  system  of  internal  check 
and  control. 


QUESTION  NO.  4 

The  Jones,  Smith  Company,  Inc.,  files  its  tax  returns  on  a calendar 
year  basis. 

(a)  What  would  be  its  credit  for  computing  the  Excess-Profits  Tax 
based  on  the  following:  (All  necessary  adjustments  have  been 


made). 

Profit  or  loss  for  the  year 

ended  December  31,  1936,  LOSS  ($10,500.00) 

December  31,  1937  13,750.00 

December  31,  1938  18,250.00 

December  31,  1939  25,500.00 

Capital  Stock,  no  change  since  incorporation 100,000.00 

Surplus  at  January  1,  1940  112,750.00 


Bank  loan,  December  31,  1939  $125,000.00 

Less  payments, 

April  1,  1940  $10,000.00 

October  1,  1940  15,000.00  25,000.00 


Balance,  December  31,  1940 
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Interest  paid  on  above  loan 
from  January  1,  1940  to 


December  31,  1940  5,687.50 

(b)  The  net  income  after  all  other  taxes  is  $82,950.00  for  the  year 
ended  December  31,  1940. 

(c)  The  applicable  rates  of  Excess-Profits  Taxes  are: 

First  $20,000.00  25  per  cent 

Next  30,000.00  30  per  cent 

Next  50,000.00  35  per  cent 

Next  150,000.00  40  per  cent 

Next  250,000.00  45  per  cent 

In  excess  of  500,000.00  50  per  cent 


Required 

Compute  Excess-Profits  net  income  and  Excess-Profits  tax  on 
basis  most  favorable  to  the  taxpayer,  and  describe  fully  reasons 
for  your  conclusion. 


Thursday,  November  6,  1941  from  2 P.  M.  to  5 P.  M. 


QUESTION  NO.  5 

A company  has  capital  stock  of  a par  value  which  is  listed  on  a 
stock  exchange,  is  reasonably  active  and  the  present  market  value  is 
greatly  in  excess  of  the  par  value  thereof.  This  company  issues  addi- 
tional stock  to  employes  and  officers  in  partial  compensation  for  serv- 
ices under  the  following  plans: 

Plan  A — Represents  straight  bonuses  to  certain  employes  and  officers 
authorized  at  the  discretion  of  the  directors.  The  number  of  shares 
to  be  issued  to  each  employe  or  officer  is  obtained  by  determining  the 
amount  of  bonus  to  be  given  and  dividing  by  the  market  value  of  the 
stock. 

Plan  B — An  officer  of  the  company  has  a contract  under  which  he 
receives  a stated  salary  and,  in  addition,  has  the  right,  on  or  after 
certain  dates,  to  purchase  a stated  number  of  shares  at  a price  per  share 
which  is  in  excess  of  the  par  value  but  which  is  less  than  the  present 
market  value  thereof.  At  the  time  the  contract  was  executed,  the 
market  value  of  the  stock  approximated  par.  In  connection  with  this 
contract  there  is  a further  option  under  which  the  officer  may  elect, 
in  lieu  of  his  right  to  purchase  shares,  to  receive  without  payment  a 
number  of  shares,  the  market  value  of  which  amounts  to  the  difference 
between  90  per  cent  of  the  market  value  of  the  shares  he  is  entitled 
to  purchase  and  the  amount  he  would  have  to  pay,  should  he  exercise 
the  right  offered  to  him  under  the  preceding  section  of  the  contract. 

Required 

Indicate  the  necessary  entries  to  be  made  on  the  company’s  books 
for  stock  issued  in  each  of  the  above  situations. 
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QUESTION  NO.  6 

In  making  an  audit  of  a bank,  a member  of  a clearing  house,  state 
the  audit  procedure  which  you  would  employ  with  reference  to: 

(a)  Clearing  house  exchanges 

(b)  Amounts  due  from  other  banks 

(c)  Amounts  due  to  other  banks 

With  regard  to  the  same  bank,  what  internal  systems  of  control 
would  you  recommend  with  respect  to: 

(d)  Dormant  accounts  which  are  included  among  the  active  check- 
ing accounts. 

(e)  Receipts  issued  to  customers  of  the  bank  at  the  time  of  deposit- 
ing securities  for  safekeeping? 


QUESTION  NO.  7 

1.  A manufacturing  company  valued  work  in  process  at: 

(a)  Beginning  of  year — at  material  and  labor  cost  to  extent  of 
completion. 

End  of  year — at  material  cost  to  extent  of  completion. 

2.  A manufacturing  company  valued  items  in  inventory  as  follows: 
Basis  cost  or  market,  whichever  lower. 

(a)  Finished  machine — $700.00  (representing  expected  selling 
price  of  $1,000.00,  less  selling  and  administrative  cost  of 
$200.00,  and  less  $100.00  for  normal  profit). 
(Manufacturing  cost  $825.00) 

(b)  Repossessed  machine — $560.00  (representing  expected  sell- 
ing price  of  $800.00,  less  selling  and  administrative  cost  of 
$160.00,  and  less  $80.00  for  normal  profit). 

(Cost  $700.00) 

3.  Distributing  company  has  firm  orders  for  merchandise  to  be 
shipped  during  first  week  after  closing  date,  and  during  audit 
these  orders  were  shipped  and  paid  for  prior  to  completion  of 
audit.  These  items  were  sold  for  $50,000.00  and  were  valued  in 
inventory  at  $40,000.00  (sales  value  of  $50,000.00,  less  selling 
and  administrative  cost  of  $10,000.00). 

(Purchase  cost  $35,000.00) 

Required 

(a)  Give  your  opinion  on  the  correctness  of  the  valuation  methods 
used. 

(b)  Outline  recognized  methods  of  determining  valuation  of  in- 
ventories. 


QUESTION  NO.  8 

Henry  Carpenter,  a resident  of  Pennsylvania,  died  April  15,  1940. 
In  1938  he  created  a revocable  trust  by  depositing  $73,000.00  par  of 
4 per  cent  domestic  corporation  bonds  (interest  dates  January  15  and 
July  15)  in  the  hands  of  Alfred  Long,  Trustee,  with  the  right  to  sell 
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or  exchange  the  securities  for  other  securities.  The  income  therefrom 
to  be  paid  to  himself  during  his  lifetime,  and  at  his  death,  the  prin- 
cipal to  be  distributed  as  follows: 

(1)  5/73rds  to  be  given  outright  to  his  son  David. 

(2)  5/73rds  to  David’s  wife  Laura. 

(3)  8/73rds  to  the  Trustee  for  the  benefit  of  his  sister  Ella  Car- 
penter as  life  tenant.  The  interest  thereon  to  be  paid  to  Ella 
for  life,  and  at  her  death,  the  principal  to  David’s  daughter 
Mary.  Ella’s  life  expectancy  is  eight  years. 

(4)  30/73rds  to  the  Trustee  for  the  benefit  of  his  son  David  as  life 
tenant.  The  interest  thereon  to  go  to  David  for  life,  and  at 
his  death,  the  principal  to  his  daughter  Mary. 

(5)  25/73rds  to  his  nieces  and  nephews. 

73/73rds— Total  (l/73rd  is  $1,000.00) 

At  Henry  Carpenter’s  death,  his  net  estate  after  all  deductions  for 
debts,  fees  and  funeral  expenses,  had  an  appraised  value  of  $350,000.00 
on  which  a Federal  Estate  Tax  amounting  to  $35,000.00  was  paid. 
The  above  mentioned  bonds  ($73,000.00)  held  by  the  Trust  were  in- 
cluded in  Mr.  Carpenter’s  estate  at  a market  value  of  $77,160.00  (or 
$1,057.00  for  l/73rd)  and  $730.00  accrued  interest. 

Trustee  Long  sold  the  entire  $73,000.00  par  of  bonds  on  July  15,. 
1941  for  $84,461.00  cash  plus  accrued  interest,  to  be  determined,  and 
he  paid  $1,460.00  administration  expenses  in  settlement  of  the  Trust. 

The  trustee,  after  paying  the  Federal  Estate  and  Pennsylvania  In- 
heritance Taxes,  then  on  July  15,  1941  made  final  settlement  in  cash 
of  all  specific  bequests  and  income.  He  also  reinvested  the  cash  bal- 
ances in  the  8/73rds  and  30/73rds,  Trusts  (3)  and  (4),  in  4 per  cent 
Municipal  Bonds  ($100.00  denominations)  purchased  flat. 

Required 

(a)  Give  the  Federal  Estate  Tax  paid  on  each  of  the  five  bequests. 

(b)  Compute  the  Pennsylvania  inheritance  taxes  on  the  entire 
73/73rds,  stating  the  portion  belonging  to  each. 

(c)  Show  how  the  present  value  (as  a taxing  basis)  of  Ella’s 
life  interest  is  determined,  and  the  value  of  Mary’s  share 
as  remainderman. 

Given  at  4 per  cent,  the  present  value  of  $1.00  annuity  for  ten 


years  is  as  follows: 

1 year  equals  0.96154 

2 years  equals  1.88609 

3 years  equals  2.77509 

4 years  equals  3.62989 

5 years  equals  4.45182 

6 years  equals  5.24214 

7 years  equals  6.00205 

8 years  equals  6.73274 

9 years  equals  7.43533 

10  years  equals  8.11089 


(d)  Prepare  a statement  showing  the  principal  and  income  due 
to  each  heir. 
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QUESTION  NO.  9 

You  have  been  engaged  to  examine  the  balance  sheet  and  income 
statement  for  the  year  1940  of  the  A Company,  a steel  mill  located  in 
Pennsylvania.  During  the  period  under  review  your  client  accepted 
a contract  with  a construction  company  to  supply  all  of  the  steel 
of  a certain  type  required  to  erect  a building  in  Harrisburg,  Penn- 
sylvania. The  steel  to  be  delivered  to  the  construction  company 
f.o.b.  job  site,  Harrisburg,  for  the  lump  sum  of  $440,000.00. 

At  the  time  of  submitting  its  bid,  your  client  estimated  that  ap- 
proximately 10,350  net  tons  of  this  steel  would  have  to  be  shipped 
under  the  terms  of  the  contract.  The  steel  to  be  shipped  would  be 
of  various  sizes  designated  as  Code  A,  B,  C,  D and  E. 

Because  of  penalties  in  the  event  of  non-delivery  on  schedule  and 
because  of  limited  facilities  of  its  mill,  the  A Company  entered  into 
a purchase  agreement  with  another  steel  company,  the  B Corporation, 
to  buy  from  them  approximately  5,000  net  tons  of  steel  of  various  sizes 
and  shapes  to  be  shipped  to  this  construction  company  at  the  fol- 
lowing prices  per  cwt.,  f.o.b.  job  site  in  Harrisburg: 

Code  A— $1.85  Code  D— $2.30 

Code  B— $2.05  Code  E— $3.70 

Code  C— $2.25 

During  your  examination  of  the  accounts,  you  find  that  sales  in- 
voices have  been  sent  to  the  construction  company  and  charged  to 
accounts  receivable  for  all  shipments  whether  from  A Company  or  B 
Corporation  at  the  following  prices: 

Code  E $3.70  per  cwt. 

All  other  codes  $2.0705  per  cwt. 

Shipments  from  B Corporation  have  been  billed  to  A Company  in 
accordance  with  the  terms  of  the  purchase  agreement  and  have  been 
charged  to  costs  on  the  books  of  A Company. 

Investigation  reveals  the  following  facts: 

During  this  year  the  A Company  has  shipped  and  billed  5,531 
net  tons,  none  of  which  is  of  Code  E,  and  the  B Corporation  has 
shipped  and  billed  996  net  tons,  of  which  244  net  tons  are  of 
Code  E. 

At  December  31,  1940,  engineers  compute,  from  detailed  plans, 
that  the  following  quantities  of  steel  will  have  to  be  supplied 
to  the  contracting  company  under  the  terms  of  the  contract: 


Code  A 19  net  tons 

B 1,863  net  tons 

C 908  net  tons 

D 1,112  net  tons 

E 113  net  tons 


4,015  net  tons 
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The  A Company  pays  a commission  to  its  salesman  of  $1.75  per 
net  ton  on  all  shipments  of  steel  on  this  contract  whether  the  ship- 
ments be  made  by  Company  A or  from  the  B Corporation.  At  De- 
cember 31,  1940,  the  salesman  has  been  credited  with  his  commission 
on  the  6,527  tons  shipped  to  that  date. 

On  the  basis  of  the  method  of  accounting  for  the  shipments  under 
this  contract,  there  will  be  a loss  sustained  by  A Company  during 
the  completion  thereof. 

For  the  purposes  of  this  problem,  assume  that  the  cost  to  A Com- 
pany of  the  remaining  steel  to  be  shipped  therefrom,  including  the 
commission  of  the  salesman,  is  the  billing  price,  namely,  $2.0705  cwt. 

Required 

Compute  the  reserve  required  to  cover  this  loss,  assuming  that 
the  A Company  will  take  exactly  5,000  tons  in  total  from  B Cor- 
poration under  the  terms  of  their  purchase  agreement  and  that 
the  tonnage  still  to  be  shipped  of  A Company’s  manufacture  will 
be  of  the  Code  D size. 


Friday,  November  7,  1941  from  9 A.  M.  to  1 P.  M. 


QUESTION  NO.  10 

The  Cant-Burn  Coal  Company  is  engaged  in  the  business  of  mining 
and  preparing  anthracite  coal  for  the  retail  market.  The  Company 
purchased  its  coal  lands  on  January  2,  1920,  and  the  coal  content  was 
estimated  to  be  10,000,000  gross  tons  at  the  date  of  acquisition.  Dur- 
ing the  period  from  January  2,  1920  to  December  31,  1939,  6,800,000 
gross  tons  of  coal  were  removed  from  the  mines.  The  production 
during  the  year  ended  December  31,  1940  was  750,000  gross  tons. 
The  value  of  prepared  coal  in  inventory  as  at  December  31,  1940  is 
$40,000.00. 


TRIAL  BALANCE  OF  THE  COMPANY,  DECEMBER  31,  1940 


Cash  in  bank  

Accounts  receivable  

Inventory,  prepared  coal  

Colliery  buildings  

$20,000.00 

35,000.00 

66,000.00 

300,000.00 

Reserve  for  depreciation 

Colliery  Buildings  

Coal  lands  (original  tract)  

Reserve  for  depletion  

250,000.00 

$165,000.00 

170,000.00 

Prepaid  insurance  

5,600.00 

Accounts  payable  

Mine  dues  

Accrued  salaries  and  wages  

Capital  stock,  common  

Surplus  

Dividends  paid  

Sales  

Salary,  superintendent  

Compensation  insurance  

133,700.00 

5,000.00 

15,000.00 

20,000.00 

500.00 

7,000.00 

300,000.00 

40,000.00 

2,500,000.00 
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Heat  4,500.00 

Depreciation,  breaker  15,000.00 

Breaker  labor  preparation  312,000.00 

Inside  foreman  10,000.00 

Outside  power  200,000.00 

Breaker  supplies  and  expense  50,000.00 

Explosives  4,800.00 

Timber  15,000.00 

Outside  foreman  2,500.00 

Mining  labor,  contract 650,000.00 

Mining  labor,  company  500,000.00 

Inside  power  450,000.00 

Inside  maintenance  and  labor  12,000.00 

Office  salaries  4,200.00 

Telephone  and  telegraph  450.00 

Engineering  2,000.00 

Traveling  expense  2,500.00 

Legal  and  accounting  1,500.00 

Office  supplies  and  expense  750.00 

Discount  on  sales  50,000.00 

Commissions  on  sales  15,000.00 

Other  inside  supplies  and  expense  70,000.00 


$3,202,500.00  $3,202,500  00 


Required 

(a)  From  the  above  trial  balance  you  are  asked  to  prepare  a 
Balance  Sheet  of  the  Company  as  at  December  31,  1940, 
and  a Statement  of  Profit  and  Loss  for  the  year  ended  that 
date. 

(b)  Would  you  take  exception  to  the  payment  of  dividends  in 
excess  of  net  surplus? 


QUESTION  NO.  11 

(a)  State  and  briefly  describe  the  control  accounts  necessary  to 
properly  record  the  Fund  Accounts  of  a General  Fund  of  a 
Municipality. 

(b)  Demonstrate  by  journal  entries  the  various  steps  required  to 
record  the  Fund  resources  and  obligations  as  well  as  the  en- 
cumbrances incurred  and  liquidated. 

(c)  In  what  respects  do  the  Fund  balances  reconcile  with  the 
Proprietary  Balance  Sheet? 


QUESTION  NO.  12 

Assume  that  all  tangible  property,  wages  and  salaries  and  sales 
of  a corporation  are  allocated  to  Pennsylvania.  The  company’s  credit 
for  Federal  excess  profits  exceeds  the  current  year’s  taxable  income. 
Federal  taxable  income  is  $100,000.00. 

Determine  provision  for  Pennsylvania  income  and  Federal  normal 
tax  (to  nearest  dollar  omitting  cents)  using  a 30  per  cent  rate  for 
Federal  tax. 

Submit  proof  of  calculation. 
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QUESTION  NO.  13 

Your  client  quarries  and  processes  a special  stone  which  is  sold 
to  steel  companies  for  use  in  open  hearth  furnaces.  It  operates  a 
“standard”  cost  system.  Since  the  processing  and  handling  opera- 
tions are  highly  mechanized,  direct  labor  is  not  an  important  factor, 
and  is,  therefore,  considered  as  part  of  the  “expense”  or  “overhead.” 

The  operations  are: 

(1)  Quarrying 

(2)  Crushing 

(3)  Grinding 

(4)  Kiln  Burning 

The  departmental  expense  accounts  are  set  up  to  conform  with  the 
above  operations.  Since  other  products  are  ofttimes  sold  after  having 
gone  through  only  one  or  several  of  the  above  processes,  it  is  important 
that  true  departmental  costs  are  known.  For  example,  raw  stone  as 
it  comes  from  the  quarry  may  be  sold  as  such,  or  crushed  stone,  as  it 
comes  from  the  crusher,  may  be  sold  for  road  construction  purposes, 
etc. 

Standards  are  established  on  a tonnage  basis.  The  current  unit 


standards  in  use  are  as  follows: 

Quarrying 

Direct  labor,  indirect  labor,  ex- 
plosives, coal,  power,  depletion, 
supplies  and  miscellaneus  ex- 

Per 

Crushing 

Ton 

Grinding 

Kiln  Burning 

penses  

$1.50 

$1.00 

$1.50 

$10.00 

Screening  loss  

— 

.1667 

.2963 

— 

Weight  shrinkage  loss 

— 

— 

— 

4.463 

Total  standard  cost 

$1.50 

11.1667 

$1.7963 

$14,463 

Because  of  the  nature  of  the  product,  inventories  of  raw,  partly,  or 
completely  processed  stone  are  not  involved  at  any  stage  of  operation. 
During  the  several  operations,  the  stone  is  subject  to  several  types 
of  losses.  These  losses  are  included  in  the  departmental  standard  unit 
costs  on  the  following  basis: 

Crushing  Operation:  There  is  a loss  of  screenings  (valueless 

small  size  stone  and  dust)  of  10  per  cent  of  the  total  stone  handled. 

Grinding  Operation:  Screenings  loss  (same  as  above)  of  10  per 

cent  of  total  stone  handled. 

Kiln  Burning  Operation:  Application  of  intense  heat  to  stone 

causes  weight  shrinkage  of  50  per  cent  of  raw  stone  handled. 

In  October,  1941,  the  actual  expenses  by  departments,  before  screen- 
ings and  weight  shrinkage  losses,  were  as  follows: 

Quarrying  $16,000.00 

Crushing  8,750.00 

Grinding  12,500.00 

Kiln  Burning  40,000.00 
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During  October  4,000  tons  of  kiln  burned  products  were  sold.  No 
other  sales.  The  track  scale  located  between  the  grinding  plant  and 
the  kiln  showed  that  7,800  tons  had  been  moved  from  the  grinder  to 
the  kiln.  Dump  trucks  hauled  1,100  tons  of  screenings  from  the  crush- 
ing plant  to  the  refuse  pile.  The  quarry  produced  10,000  tons,  all 
of  which  was  processed  by  the  crusher. 

Required 

(1)  Journal  entries  recording  “expense”  absorbed  departmentally, 
recording  screenings  and  weight  shrinkage  losses,  and  recording 
cost  of  sales  for  October,  1941,  on  standard  cost  basis. 

(2)  Departmental  cost  statements  for  October  showing 

(a)  Actual  and  standard  cost  in  dollars  and  per  ton,  divided 
between  direct  expenses  and  screenings  or  shrinkage  losses. 

(b)  A short  explanation  in  each  case  as  to  reasons  for  varia- 
tions. 

(3)  Unit  total  cost  of  product,  standard  and  actual. 


QUESTION  NO.  14 

In  making  the  usual  questionnaire  audit  of  a stock  brokerage  firm, 
in  accordance  with  the  rules  prescribed  by  the  Committee  on  Member 
Firms  of  the  New  York  Stock  Exchange,  outline  specifically  and  not 
generally  the  procedure  which  you  would  follow  in  obtaining  the  re- 
quired analyses,  classifications,  and  verifications  of  the  customers’ 
accounts  necessary  to  answer  Question  No.  4 of  the  prescribed  ques- 
tionnaire. 


Friday,  November  7,  1941  from  2 P.  M.  to  5 P.  M. 


QUESTION  NO.  15 

Company  A operates  a standard  cost  system.  At  December  31, 
1940,  the  work  in  process  inventory  account  for  the  year  is  summar- 
ized as  follows: 

Debits 

Physical  inventory,  January  1,  1940,  valued  at  cost  or  market, 


whichever  lower.  (Same  inventory  valued  at  standard  cost  totals 
$115,000.00.)  $100,000.00 

Transfers  from  raw  material  inventory  account  to  work  in  process 
inventory  account  for  year  1940  at  standard  cost. 

75,000  units,  Product  A at  $1.00  standard  material  75,000.00 

150,000  units,  Product  B at  $1.50  standard  material  225,000.00 

(You  discover  that  the  actual  average  purchase  price  of  Product 
A is  $.95;  product  B,  $1.40.) 

Standard  direct  labor  charged  to  work  in  process  inventory  account 
for  year  1940: 

Product  A (75,000  units  at  $.60  standard  labor)  45,000.00 

Product  B (150,000  units  at  $.90  standard  labor)  135,000.00 

(The  cost  records  show  that  total  actual  direct  labor  for  the  year 
was  $198,000.00  or  a loss  of  10  per  cent  on  standard.) 

Actual  burden  charged  to  work  in  process  account  for  year  1940  ....  215,000.00 


(Burden  is  predicated  on  the  direct  labor  dollar.  The  burden  standard 
is  100  per  cent  of  direct  standard  for  both  Product  A and  Product  B)  $795,000.00 
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Credits 

Transfers  from  work  in.  process  inventory  to  finished  goods  inventory : 

Product  A,  60,000  units  at  $2.20  $132,000.00 

Product  B,  160,000  units  at  $3.10  496,000.00 

Adjustment  of  inventory  at  December  31,  1940  to  conform  book 
balance  to  valuation  of  physical  inventory  at  cost  or  market,  which- 
ever lower  67,000.00 


$695.000.00 

Balance  December  31,  1940,  physical  inventory  valued  at  cost  or 
market,  whichever  lower.  (The  same  inventory  valued  at  standard 
cost  totals  $113,300.00.)  $100,000.00 


Required 

The  controller  requests  from  you  an  explanation  of  the  large  in- 
ventory loss,  especially  in  view  of  fact  that  the  product  is  of  a 
nature  that  enables  good  physical  control  of  quantities.  Factory 
procedures  governing  control  of  material  are  strong,  although  it  is 
admitted  that  small  inventory  losses  are  inevitable.  Determine  real 
inventory  loss  and  explain  fully  the  reasons  for  the  recorded  loss  of 
$67,000.00  and  the  errors  in  principle  involved. 


QUESTION  NO.  16 


A condensed  trial  balance  of  X Utility  Company,  which  is  subject 
to  the  jurisdiction  of  the  Pennsylvania  Public  Utility  Commission, 
shows  the  following  as  of  June  30,  1941: 

Debits  Credits 


Fixed  capital  $1,915,000.00 

Investments — Securities  17,950.00 

Sinking  fund  200.00 

■Cash  28,700.00 

Working  funds  950.00 

Special  deposits  17,450.00 

Reserve  for  uncollectible  accounts  

Accounts  receivable — Customers,  for  service  36,750.00 
Accounts  receivable — Merchandise  and  job- 
bing   27,900.00 

Materials  and  supplies  20,000.00 

Unamortized  debt  discount  and  expense 

on  Series  A bonds  25,750.00 

Prepayments  10,750.00 

Deferred  debits  9,225.00 

Preferred  stock,  no  par  value  

Common  stock,  no  par  value  

Note  payable,  parent  company  


First  mortgage  Series  A bonds  due  Septem- 
ber 1,  1954  

Unamortized  premium  on  Series  A bonds 

Accounts  payable — vendors  

Accounts  payable — affiliated  companies 

Dividends  declared  

Customers’  advances  for  construction 

Deferred  credits — miscellaneous  

Retirement  reserve — general  

Retirement  reserve — motor  vehicles  


$11,000.00 


500.000. 00 

440.000. 00 

200.000. 00 

1,700,000.00 

15.000. 00 

12.000. 00 

2.550.00 

2.850.00 

1.675.00 
625.00 

291,000.00 

6.500.00 
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Capital  surplus  (no  change  during  year)  . . 

Matured  long-term  debt  

Interest  accrued  

Taxes  accrued — Federal  income 

Taxes  accrued— Other  

Matured  interest  

Customers’  deposits  

Reserve  for  injuries  and  damages  

Contributions  in  aid  of  construction  

Earned  surplus  (no  transactions  recorded 

during  year)  

Operating  revenues  

Other  income  

Income  deductions  

Interest  charged  to  construction 

Operating  revenue  deductions  


75.000. 00 

16.000. 00 
10,000.00 

17.600.00 

13.250.00 

1.150.00 

1.850.00 

1,282,425.00 

4,750.00 

18,750.00 

325,000.00 

550.00 

63,550.00 

225.00 

210,725.00 

83.667,325.00 

$3,667,325.00 

In  accordance  with  the  requirements  of  the  uniform  system  of 
accounts  prescribed  by  the  Pennsylvania  Public  Utility  Commission, 
the  company,  assisted  by  independent  engineers,  completed  a deter- 
mination of  original  cost  of  utility  plant  and  other  physical  property, 
which  determination  extended  to  June  30,  1941,  is  as  follows: 


Utility  plant: 

Construction  work  in  progress  $9,575.00 

Plant  held  for  future  use  12,050.00 

Plant  acquisition  adjustments  495,000.00 

Plant  in  service  1,384,375.00 

Investment  in  other  physical  property  14,000.00 


SI. 915.000.00 


The  company,  on  June  1,  1941,  filed  with  the  Commission  its  sum- 
maries of  such  original  cost  together  with  the  necessary  reclassification 
entries  and  proposes  to  record  the  reclassification  entries  in  its  accounts 
as  of  June  30,  1941. 

The  following  additional  information  is  presented  in  connection  with 
certain  other  accounts: 

Investments  in  securities — Value  if  extended  at  June  30,  1941,  mar- 
ket bid  prices,  $14,025.00. 

Accounts  receivable — Customers,  for  service: 

Includes  $18,000.00  receivable  from  municipalities  on  which  no 
amounts  have  been  collected  during  the  preceding  8 months.  The 
management  estimates  that  $6,000.00  of  this  amount  will  be  col- 
lected during  the  year  ended  June  30,  1942. 

Accounts  receivable — Merchandise  and  jobbing: 

Includes  $21,000.00  for  installment  amounts  which  are  estimated 


to  be  collectible  as  follows: 

Year  ending  June  30,  1942  $8,000.00 

Year  ending  June  30,  1943  7,000.00 

Year  ending  June  30,  1944  6,000.00 


Materials  and  supplies:  Includes  $650.00  for  inactive  items. 

Basis  for  valuation,  cost. 
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Preferred  stock:  Authorized,  10,000  shares;  issued  and  outstanding 
6,000  shares;  liquidating  and  redemption  values  $100.00  and 
$105.00  per  share,  respectively — Arrearage  in  dividends  $96,- 
000.00. 

Common  stock:  Authorized,  issued  and  outstanding,  4,400  shares. 

Note  payable,  parent  company — Interest  5 per  cent;  date  of  ma- 
turity, July  1,  1955;  convertible  in  whole  or  in  part  at  option  of 
either  maker  or  holder  into  preferred  stock  (having  a par  value 
of  $100.00  per  share  which  stock  is  to  be  entitled  to  non-cumu- 
lative  dividends  at  the  rate  of  $6.00  per  share),  on  the  basis  of 
1 share  of  preferred  stock  for  each  $100.00  principal  amount  of 
the  note  converted.  Neither  maker  nor  holder  has  indicated  any 
intent  to  convert  the  note  into  preferred  stock  at  this  time. 

First  mortgage  Series  A bonds  due  September  1,  1954 — Sinking  fund 
installment  payable  February  1,  1942,  estimated  at  $25,000.00 — ■ 
Interest  rate  6 per  cent. 

Retirement  reserve — Depreciation  studies  indicate  a reserve  re- 
quirement of  $300,000.00  as  of  June  30,  1941. 

Required 

From  the  foregoing  data  prepare  a balance  sheet,  with  ap- 
plicable explanatory  notes,  of  X Utility  Company  as  of  June  30, 
1941. 


QUESTION  NO.  17 

You  have  been  engaged  to  make  an  examination  of  the  accounts  of 
three  industrial  companies,  the  North  Corporation  (Registrant)  and 
its  wholly  owned  subsidiary  companies,  South  Corporation  and  East 
Corporation,  leading  to  the  certification  of  financial  statements  to  be 
used  as  part  of  a registration  statement  (Form  A-2)  to  be  filed  with 
the  Securities  and  Exchange  Commission.  The  period  to  be  covered 
by  your  examination  is  the  three  and  one-half  years  ended  June  30, 
194E 

Your  examination  disclosed,  among  other  things,  the  following  facts 
'pertaining  only  to  North  Corporation  (Registrant) : 

(a)  On  November  30,  1923,  you  find  an  entry  crediting  plant 
accounts  with  $2,500,000.00  and  charging  reserve  for  amorti- 
zation with  a like  amount.  Upon  investigation  you  find  that 
the  entry  covers  amortization  of  war  plant  facilities  allowed 
by  the  Treasury  Department  in  settlement  of  the  income 
tax  liability  of  the  registrant  for  the  years  1917,  1918  and 
1919.  Analysis  of  the  reserve  for  amortization  discloses 
that  it  was  created  by  charges  to  earned  surplus  or  income 
in  the  following  years  and  in  the  following  amounts: 


1918  $500,000.00 

1919  500,000.00 

1921  : 1,500,000.00 
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(b)  As  of  December  31,  1931,  you  also  find  an  entry  on  the  books 
which  reflects  an  appraisal  of  certain  land,  buildings  and 
equipment  made  by  the  officers  of  the  North  Corporation  at 
that  date.  This  appraisal  shows  the  current  value  (before 
depreciation)  of  such  land,  buildings  and  equipment  to  be 
$3,000,000.00  less  than  cost.  You  find  that  proper  author- 
ization has  been  obtained  from  the  stockholders  to  adopt  this 
appraisal  and  that  upon  resolutions  of  the  Board  of  Directors, 
the  appraisal  was  recorded  as  of  December  31,  1931,  by  a 
charge  to  earned  surplus  for  $2,000,000.00  and  a charge  to 
reserve  for  depreciation  of  $1,000,000.00. 

(c)  Except  as  otherwise  noted,  the  plant  accounts  are  stated  at 
cost. 

(d)  In  reading  the  minutes  of  the  meetings  of  the  Board  of  Di- 
rectors, you  find  that  on  September  15,  1931,  the  Board 
recommended  that  the  par  value  of  the  then  outstanding 
300,000  shares  of  North  Corporation  capital  stock  be  re- 
duced from  $40.00  per  share  to  $10.00  per  share.  The  reso- 
lution contemplated  that  the  reduction  in  par  value  of  the 
capital  stock  be  effective  as  of  December  31,  1931.  It  further 
provided  that  goodwill  then  carried  at  a value  of  $2,000,- 
000.00,  be  written  off,  and  further,  that  the  existing  deficit 
from  operations  at  December  31,  1931,  be  charged  to  the 
capital  surplus  arising  from  the  reduction  of  par  value  of 
the  capital  stock.  The  recommendations  of  the  Board  of 
Directors  were  adopted  by  the  stockholders  at  a meeting 
held  January  15,  1932,  to  be  effective  as  of  December  31, 
1931.  Your  investigation  showed  the  deficit  from  operations 
at  December  31,  1931,  to  be  $3,000,000.00.  All  of  the  entries 
to  reflect  the  foregoing  were  recorded  on  the  books  of  account 
as  of  December  31,  1931.  At  June  30,  1941,  you  find  the 
earned  surplus  to  be  $650,000.00. 

Required 

(1)  Based  upon  the  assumption  that  you  have  prepared  a bal- 
ance sheet  of  the  registrant  at  June  30,  1941,  and  a con- 
solidated balance  sheet  of  the  registrant  and  its  wholly  owned 
subsidiary  companies  at  June  30,  1941,  together  with  con- 
solidated statements  of  income  for  the  calendar  years  1938, 
1939  and  1940,  and  the  six  months  ended  June  30,  1941,  and 
all  related  schedules  necessary  for  filing  as  part  of  the  Form 
A-2,  prepare  a certificate  addressed  to  the  stockholders  of 
North  Corporation  (Registrant)  setting  forth  your  opinion, 
etc.,  in  a form  which  would  be  acceptable  to  the  Securities 
and  Exchange  Commission. 

(2)  Based  upon  the  information  submitted  heretofore: 

(a)  What  comments  regarding  the  valuation  of  the  plant 
accounts  of  the  North  Corporation  would  you  consider 
necessary  in  its  balance  sheet  as  of  June  30,  1941,  and 
in  what  form  should  these  comments  be  presented? 
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(b)  How  would  you  describe  the  earned  surplus  in  the  bal- 
ance sheet  at  June  30,  1941? 


EXAMINATION  IN  COMMERCIAL  LAW 


Saturday,  November  8,  1941  from  9 A.  M.  to  1 P.  M. 


Note  to  Candidate — Carefully  read  each  question  in  full  before 
writing  your  answer.  Do  not  repeat  the  questions  as  printed.  Where 
a request  is  made  for  an  explanation  or  a discussion  give  the  rules 
of  law  applicable. 

Each  question  is  entitled  to  the  weight  as  shown. 


QUESTION  NO.  1— Weight,  10  Points 

A.  Harold  Russ  died  intestate  in  Philadelphia  and  letters  of  ad- 
ministration were  issued  in  his  estate  to  his  daughter,  Ruth  Russ. 
Upon  filing  the  Inventory  and  Appraisement  it  became  apparent 
that  the  estate  was  insolvent.  Can  creditors  of  the  estate  resort  to 
proceedings  under  the  National  Bankruptcy  Laws  to  enforce  their 
claims? 

Answer  by  the  use  of  the  words  “yes”  or  “no.’’ 

B.  Name  five  of  the  “acts  of  bankruptcy”  as  defined  by  the  National 
Bankruptcy  Law. 

C.  James  Reed  on  April  1,  1941,  borrowed  $5,000  from  First  Na- 
tional Bank,  pledging  as  collateral  therefor  certain  bonds  having 
a par  value  of  $8,000.  The  note  executed  by  James  Reed  was 
payable  six  months  after  date  and  authorized  the  bank  to  sell 
the  bonds  in  the  event  of  a default.  James  Reed  was  adjudicated 
a bankrupt  on  October  3,  1941,  and  his  note  is  now  in  default. 
The  bonds  on  October  3,  1941,  had  a value  of  $3,000  and  have 
been  sold  for  that  sum.  Assuming  that  the  Trustee  of  Reed  will 
pay  a fifteen  per  cent  dividend  to  creditors  not  having  priorities, 
will  the  Bank  share  in  such  dividend,  and  if  so,  how  much  money 
will  it  receive  from  the  Trustee? 


QUESTION  NO.  2— Weight,  10  Points 

In  the  audit  of  the  Jay  Corporation  you  find  certain  papers  in  its 
safe.  The  nature  of  the  papers  and  the  material  facts  relating  to  them 
are  as  follows: 

A.  A contract  of  John  Rudy  and  Helen  Rudy,  his  wife,  to  sell  real 
estate  to  the  Jay  Corporation.  The  contract  was  signed  by  the 
President  and  attested  by  the  Secretary  of  the  corporation  and  its 
Corporate  Seal  was  duly  affixed.  John  Rudy  and  Helen  Rudy, 
his  wife,  had  not  signed  the  contract.  Harry  Wise  in  their  ab- 
sence, but  pursuant  to  their  oral  instructions,  had  signed  the 
contract  in  their  behalf  as  their  agent. 

B.  An  intra-office  memorandum  of  the  President,  setting  forth  that 
the  corporation,  by  oral  agreement  on  January  2,  1941  had  leased 
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a certain  Pittsburgh  storeroom  for  a term  of  five  years,  com- 
mencing July  1,  1941,  and  ending  June  30,  1946,  at  an  annual 
rental  of  Five  Thousand  Dollars. 

C.  A deed  conveying  to  the  Jay  Corporation  a tract  of  real  estate 
situated  in  Scranton,  which  deed  was  signed  by  a married  woman 
without  the  joinder  of  her  husband,  with  whom  she  was  living. 
The  real  estate  had  been  the  sole  property  of  the  wife. 

D.  A mortgage  and  accompanying  bond  executed  and  delivered  to 
the  Jay  Corporation  by  a married  man,  without  the  joinder  of 
his  wife,  which  mortgage  was  a lien  upon  real  estate  situate  in 
Lancaster,  owned  by  the  husband  in  his  own  right. 

E.  A deed  conveying  to  the  Jay  Corporation  a piece  of  real  estate 
situate  in  Erie,  which  deed  was  signed  by  a married  man  without 
the  joinder  of  his  wife  with  whom  he  was  living.  The  real  estate 
had  been  the  sole  property  of  the  husband. 

Discuss  the  legal  rights,  if  any,  acquired  by  the  Jay  Corporation 

in  each  case. 


QUESTION  NO.  3— Weight,  10  Points 

A.  Clearly  define  each  of  the  following: 

1.  Partner  by  estoppel 

2.  Limited  partner 

3.  Retiring  partner 

4.  “Silent”  partner  or  “sleeping”  partner 

B.  Where  a person  is  admitted  as  a partner  into  an  existing  partner- 
ship, what  is  his  liability  for  obligations  of  the  partnership  arising 
before  his  admission  thereto? 

C.  You  are  assigned  to  make  an  audit  of  the  books  of  Tri-County  Oil 
Company,  a partnership,  and  find  the  following  facts: 

John  Brown,  Richard  Roe  and  Harry  Linn  formed  the  partnership. 
The  capital  contributions  of  the  partners  were  as  follows: 

John  Brown  $10,000 

Richard  Roe  8,000 

Harry  Linn  7,000 

The  partnership  agreement  provided  that  the  partners  should 
share  the  profits  in  the  following  proportions: 

John  Brown  50  per  cent 

Richard  Roe  30  per  cent 

Harry  Linn  20  per  cent 

There  was  no  provision  in  the  partnership  agreement  regarding 
the  sharing  of  the  losses.  The  business  failed  and  the  losses, 
after  all  the  partnership  assets  had  been  exhausted,  amounted  to 
$10,000. 

John  Brown  could  not  be  served  with  process  because  he  had 
moved  to  South  America,  taking  all  of  his  property  with  him, 
and  he  refused  to  make  any  contribution  to  the  deficit.  Richard 
Roe  and  Harry  Linn  are  solvent. 
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What  would  you  show  in  your  report  as  the  amount  of  the  lia- 
bilities of  Richard  Roe  and  Harry  Linn  to  the  partnership 
creditors? 


QUESTION  NO.  4— Weight,  1 1 Points 

A.  Is  the  negotiability  of  an  instrument  affected  by  the  fact  that — 

1.  It  is  not  dated. 

2.  Payment  is  promised  to  a given  person  (for  example,  “I 
promise  to  pay  James  Watson.  . . .”) 

3.  It  contains  an  unconditional  promise  to  pay  a sum  certain  in 
money  and  deliver  certain  specified  goods. 

4.  It  authorizes  the  sale  of  collateral  securities  in  case  the  in- 
strument is  not  paid  at  maturity. 

5.  It  contains  an  unconditional  promise  to  pay  a sum  certain  in 
money  in  stated  installments. 

6.  It  bears  no  seal. 

7.  It  does  not  specify  the  place  where  it  is  payable. 

8.  It  orders  payment  thirty  days  after  the  occurrence  of  a speci- 
fied event,  the  occurrence  of  which  is  not  certain. 

9.  It  orders  payment  out  of  a particular  fund. 

10.  It  authorizes  the  confession  of  a judgment  at  any  time. 
Answer  by  the  use  of  the  words  “Yes”  or  “No.” 

B.  Where  the  sum  payable  by  the  terms  of  a negotiable  instrument 
is  expressed  in  words  and  also  in  figures,  and  there  is  a discrep- 
ancy between  the  two,  which  is  the  sum  payable? 

Answer  by  the  use  of — “words”  or  “figures.” 

C.  Where  there  is  a conflict  between  the  written  and  printed  pro- 
visions of  a negotiable  instrument,  which  provision  shall  prevail? 
Answer  by  the  use  of  the  words  “written”  or  “printed.” 

D.  Where  a negotiable  instrument  dated  July  1,  1941,  and  due  Sep- 
tember 1,  1941,  provides  for  the  payment  of  interest,  without 
specifying  the  date  from  which  the  interest  shall  run,  will  the 
instrument  bear  interest?  If  so,  from  what  date  will  the  interest 
run? 

Limit  answer  to  not  more  than  ten  words. 

E.  Does  the  indorsement  of  a negotiable  instrument  by  an  infant 
pass  the  property  therein? 

Answer  by  the  use  of  the  words  “Yes”  or  “No.” 

F.  What  is  the  effect,  if  any,  upon  a negotiable  instrument  if  the 
principal  debtor  thereon  became  the  holder  in  his  own  right  of 
the  instrument  at  or  after  its  maturity?  Limit  answer  to  not 
more  than  fifteen  words. 
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QUESTION  NO.  5— Weight,  10  Points 

A.  Harry  Jones,  John  Smith,  Harry  Hall  and  Sadie  Herr  died, 
residents  of  Pennsylvania,  on  July  1,  1941,  each  possessing  $10,- 
500.00  in  cash,  and  no  other  property,  either  real  or  personal.  Each 
of  the  decedents  was  indebted  to  creditors,  whose  claims  were 
duly  proven,  in  the  sum  of  $250.00.  The  burial  expenses  and  ad- 
ministration costs,  exclusive  of  transfer  inheritance  tax,  in  each 
estate  was  $750.00.  Distribute  the  estate  of  each  decedent  with- 
out deduction  for  transfer  inheritance  tax,  assuming  that: 

1.  Harry  Jones  died  intestate,  leaving  to  survive  him  his  widow, 
Mary  Jones,  with  whom  he  was  living  in  the  family  relation 
at  the  time  of  his  death,  a son  Paul  Jones  and  two  grand- 
children, Ruth  Jones  and  Ralph  Jones,  the  children  of  a de- 
ceased son,  Thomas  Jones.  The  grandchildren  are  of  age. 
The  widow,  Mary  Jones,  claims  the  maximum  to  which  she  is 
entitled. 

2.  John  Smith,  on  his  twentieth  birthday,  viz.,  January  2,  1941, 
made  a will  duly  executed  in  the  presence  of  subscribing 
witnesses,  wherein  he  bequeathed  all  of  his  property  to  the 
Plainfield  Library.  At  the  time  of  his  death  he  was  survived 
by  his  father,  Harry  Smith,  a sister,  Kate  Smith,  and  his 
fiancee  Helen  Roe. 

3.  Harry  Hall,  an  adult  and  single,  on  March  1,  1940,  made  a 
will,  duly  executed  in  the  presence  of  subscribing  witnesses, 
wherein  he  bequeathed  all  of  his  property,  after  the  payment 
of  debts,  to  his  adult  brother,  James  Hall.  On  October  1, 
1940,  Harry  Hall  married  Helen  Brown  and  they  cohabited 
together  until  the  date  of  his  death.  He  was  survived  by  his 
widow,  Helen  Hall  and  his  brother,  James  Hall.  The  widow, 
Helen  Hall,  claims  the  maximum  to  which  she  is  entitled. 

4.  Sadie  Herr,  an  adult,  by  her  will  bequeathed  $500.00  to  the 
First  Church,  and  bequeathed  unto  her  husband,  Daniel  Herr, 
the  income  of  her  remaining  property  for  life,  and  upon  his 
death  the  corpus  thereof  to  their  three  children,  viz.,  Mabel 
Herr,  Elizabeth  Herr  and  Louise  Herr.  Within  thirty  days 
after  the  death  of  said  Sadie  Herr,  Daniel  Herr  filed  his  elec- 
tion to  take  against  his  wife’s  will.  Mabel,  Elizabeth  and 
Louise  Herr  are  of  age. 

B.  In  the  preparation  of  an  Inventory  and  Appraisement,  as  well  as 
in  the  stating  of  an  Account  by  an  Executor,  should  the  Executor 
be  charged  as  having  received  the  following: 

1.  Corporate  stock  of  Testator  bequeathed  in  kind  by  him. 

2.  Bank  deposit  standing  in  the  names  of  the  Testator  and  his 
wife. 
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3.  Rents  accruing  subsequent  to  Testator’s  death  from  real  estate 
specifically  devised,  where  it  clearly  appears  that  there  is 
sufficient  personal  property  to  pay  all  of  the  debts  of  the 
decedent,  his  burial  expenses,  transfer  inheritance  taxes  and 
costs  of  administration. 

4.  An  unpaid  promissory  note  of  the  Executor  signed  as  an  in- 
dividual, and  given  to  the  testator  six  months  prior  to  the 
latter’s  death. 

Answer  by  the  use  of  the  words  “Yes”  or  No.” 


QUESTION  NO.  6— Weight,  12  Points 

Harry  Stoner  has  requested  you  to  make  an  audit  of  his  personal 
holdings,  and  among  his  securities  you  find  certain  instruments.  The 
nature  of  the  instruments  and  the  material  facts  relating  to  them  are 
as  follows: 

A.  A promissory  note  for  $300,  executed  in  Philadelphia,  payable  in 
one  year  at  a Philadelphia  bank,  bearing  interest  at  the  rate  of 
seven  per  cent  per  annum.  The  note  was  executed  by  the  maker, 
a man,  in  payment  of  a purchase  from  the  payee. 

B.  A note,  containing  a power  of  attorney  to  confess  a judgment, 
executed  by  a married  woman  and  her  husband.  Both  were  of 
full  age.  The  wife  executed  the  note  for  the  convenience  of  her 
husband  and  did  not  directly  or  indirectly  derive  any  benefit 
from  the  money  loaned  by  the  payee.  The  note  is  past  due. 

C.  A promissory  note  executed  and  dated  September  1,  1941  (Labor 
Day)  payable  thirty  days  after  date. 

D.  A demand  note  executed  and  delivered  to  the  payee  in  payment 
of  the  maker’s  gambling  debt. 

E.  A usual  form  bailment  lease  for  an  automobile,  executed  by  the 
bailee  on  September  1,  1940.  The  total  rental  for  the  car  was 
$1,200.00  and  $450.00  now  remains  unpaid.  The  bailee  on  May 
15,  1941,  was  inducted  into  the  United  States  Army  as  a draftee. 
He  still  retains  possession  of  the  car.  He  paid  all  monthly  install- 
ments of  rent  until  his  induction  into  the  Army  but  has  not  paid 
any  installments  since  that  time. 

F.  A past  due  promissory  note  of  an  adult  husband  and  his  minor 
wife  given  in  payment  of  a bona  fide  joint  debt  incurred  for  an 
article  which  to  them  was  not  a necessity.  The  wife  will  be  twenty- 
one  years  of  age  on  February  10,  1942. 

What  would  you  report  to  Harry  Stoner  as  to — 

(a)  The  validity  of  each  instrument 

(b)  The  extent  to  which  he  could  at  present  enforce  payment  of 
each  instrument. 
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QUESTION  NO.  7— Weight,  14  Points 

A.  Outline  the  purpose  of  each  of  the  following  enactments  and 
specify  with  accuracy  the  persons  upon  whom  taxes  are  imposed 
in  each.  Use  no  more  than  one  hundred  words  in  each  answer: 

1.  Federal  Insurance  Contributions  Act.  (Old  Age  Benefits.) 

2.  Federal  Unemployment  Tax  Act. 

3.  Unemployment  Compensation  Law  (Penna.). 

B.  Name  and  briefly  discuss  four  general  types  of  employment  which 
are  excluded  from  taxation  by  the  aforesaid  enactments. 

C.  Three  Certified  Public  Accountants  are  partners  and  they  main- 
tain an  office  in  Harrisburg  from  which  they  offer  their  services 
to  the  public.  They  limit  their  services,  however,  to  the  prepara- 
tion of  corporate  tax  returns  and  appearing  at  hearings  before 
fiscal  officers  in  support  of  the  tax  returns  so  prepared.  For  the 
past  two  years  they  employed  six  staff  members  to  assist  them 
in  the  work.  The  partners  do  not  pay  themselves  salaries  but  all 
share  in  the  profits  equally. 

Is  the  partnership  liable  for  the  payment  of  any  taxes  imposed 
by  the  aforesaid  Acts?  If  so,  explain  fully. 

Is  a corporation  engaging  the  services  of  the  above  partnership 
liable,  in  so  far  as  the  partners  or  their  employes  are  concerned, 
for  any  taxes  imposed  by  the  Federal  Insurance  Contributions 
Act,  Federal  Unemployment  Tax  Act  or  Unemployment  Compen- 
sation Law  (Penna.),  assuming  that  the  corporation’s  regular 
employes,  who  number  more  than  one  hundred,  have  worked  five 
and  one-half  days  each  week  for  the  past  two  years? 


QUESTION  NO.  8— Weight,  13  Points 

A.  Speed  Typewriter  Company,  by  written  contract,  agreed  to  sell 
to  Fred  Shenk  1,000  typewriters  at  $50.00  each.  The  contract  pro- 
vided that  in  the  event  Speed  Typewriter  Company  was  unable 
to  deliver  the  typewriters  that  it  would  pay  to  Fred  Shenk  as 
liquidated  damages,  and  not  as  a penalty,  the  sum  of  $1,000. 
Speed  Typewriter  Company  was  unable  to  deliver  the  type- 
writers and  Fred  Shenk  had  to  purchase  them  on  the  open  market 
at  $75.00  each.  Can  Fred  Shenk  collect  damages  from  Speed 
Typewriter  Company  for  breach  of  contract,  and  if  so,  in  what 
amount? 

B.  Leon  Sparks  on  December  25,  1940,  gave  James  Taylor  a gift 
of  $50.00.  James  Taylor  was  grateful  to  Leon  Sparks  for  the  gift 
and  on  January  4,  1941,  promised  to  give  Leon  Sparks  a rare 
book.  Can  Leon  Sparks  enforce  the  delivery  of  the  book?  Discuss. 

C.  Explain  what  is  meant  by  the  term  “novation’’  and  summarize  the 
four  essential  elements  thereof. 


23 


PENNSYLVANIA  DEPARTMENT  OF  PUBLIC  INSTRUCTION 


D.  James  Clark,  on  August  1,  1935,  purchased  from  Harold  Smith, 
on  an  open  account,  certain  merchandise  in  the  amount  of  $3,000. 
On  December  1,  1937,  he  again  purchased  merchandise  from 
Harold  Smith  on  an  open  account  in  the  amount  of  $2,000.  James 
Clark  paid  $1,500.00  to  Harold  Smith  on  June  1,  1941.  No  other 
payments  were  ever  made.  James  Clark  did  not  direct  the  appli- 
cation of  the  payment  to  either  of  the  items.  Harold  Smith  made 
a credit  entry  upon  his  books  but  did  not  apply  the  payment  to 
either  item.  The  merchandise  sold  was  satisfactory  to  James 
Clark  and  Harold  Smith  is  not  indebted  to  him  in  any  sum. 

(1)  If  Harold  Smith  instituted  a suit  against  James  Clark  on 
October  1,  1941,  what  defense  might  James  Clark  interpose? 

(2)  For  what  amount,  if  any,  could  Harold  Smith  recover  a 
judgment? 

Explain. 

E.  The  World  Match  Company,  on  April  1,  1939,  entered  into  a 
written  contract  at  Philadelphia  with  Flash  Match  Company. 
By  the  terms  of  the  contract  World  Match  Company  agreed  to 
deliver  to  Flash  Match  Company,  at  Philadelphia,  a certain 
quantity  of  matches  each  year  for  five  years.  The  matches  were 
to  be  imported  from  South  America.  Because  of  the  disorganiza- 
tion of  transport  caused  by  World  War  II,  World  Match  Com- 
pany is  unable  to  deliver  the  matches.  Does  World  Match  Com- 
pany have  an  excuse  recognized  in  law  for  non-performance? 
Explain. 


QUESTION  NO.  9— Weight,  10  Points 

A.  What  Tax  reports  is  a manufacturing  company  incorporated 
under  the  laws  of  Pennsylvania  required  to  file  with  the  Depart- 
ment of  Revenue  of  the  Commonwealth  of  Pennsylvania? 

B.  What  annual  report,  if  any,  is  a manufacturing  company  in- 
corporated under  the  laws  of  Pennsylvania  required  to  file  with 
the  Department  of  State  of  the  Commonwealth  of  Pennsylvania? 

C.  What  reports,  if  any,  is  a National  Bank  situated  in  Pennsylvania 
required  to  file  with  the  Department  of  Revenue  of  the  Common- 
wealth of  Pennsylvania? 

D.  What  tax  report  are  Banks  and  Savings  Institutions,  Title  Insur- 
ance and  Trust  Companies  incorporated  under  the  laws  of  Penn- 
sylvania required  to  file  with  the  Department  of  Revenue  of  the 
Commonwealth  of  Pennsylvania? 

E.  What  tax  reports  is  a Manufacturing  Company  incorporated  under 
the  laws  of  the  State  of  Delaware  but  registered  to  do  business 
under  the  laws  of  Pennsylvania  required  to  file  with  the  Depart- 
ment of  Revenue  of  the  Commonwealth  of  Pennsylvania? 
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